Real Wages in Pakistan: Structure and Trends, 1970-84 by Irfan, Mohammad & Ahmed, Meekal Aziz
ThePakistanDevelopmentReview
Vol. XXIV, Nos.3& 4 (Autumn-Winter1985)
RealWagesin Pakistan:StructureandTrends,
1970-841
MOHAMMAD IRFAN and MEEKAL AZIZ AHMED*
INTRODUCTION
Thestructureof wagesin anyeconomyhasprofoundimplicationsfor labour
utilization,incomedistributionandtheincentiveto investin humancapital.This
paperaimsatmeasuringandanalysingthelevelandtrendofnominalandrealwages
in differentsectorsof theeconomyof Pakistanforthe1970-84period.Thebroad
patternsof wagechangearethenlookedatin termsof theirimplicationsforemploy-
mentpromotion,humancapitalformationandotherrelatedpolicyissues.The
analysisi basedonthebestavailableinformationbuttheusualcaveatsappropriate
toempiricalworkinPakistanapply.
ThepatternofwagesatthebroadsectorallevelinPakistanhasnotbeenwell
explored.Thusfar,onlytworesearchershaveendeavouredtoaddressthisquestion.
GuisingerandHicks [4] examinedtheindicesof realwages/incomesin fourmajor
sectors:agriculture,large-scalemanufacturing,governmentemployeesandtheurban
informalsector.Theiranalysishowedthat,excepthoseforgovernmentemployees,
realwagesimprovedforallcategoriesof workersin the'60s.A majorsourceof the
improvementin realwagesin agricultureandtheurbaninformalsectorswasthe
rapidpaceof growthinagriculturewhileinstitutionalforcesuchaslabourandwage
policieswereresponsiblefor therisein therealwagesof productionworkersin
large-scalemanufacturing.Thereappearedto havebeena narrowingin wage
differentialsbetweenthe formaland informalsectors,which,accordingto the
authors,furnishedpresumptiveevidenceof animprovementin incomedistribution
inPakistan.
Inasecondstudy,Irfan[7] investigatedinter-sectoralwagetrendsintheurban
areasof theeconomy,usingdatafor roughlythesametimeperiod.Accordingto
hisanalysis,allworkers,includingovernmentservants,experiencedagain,albeita
*The authorsare,respectively,Chiefof Researchat thePakistanInstituteof Development
Economics,Islamabad,andChief,PlanningandDevelopmentDivision,Governmentof Pakistan,
Islamabad.Theauthorsarethankfulto AbdulMajeedNaeem,ResearchOfficer,PlanningDivision,
for hisassistancein compilationandanalysisof data.
I This is a substantiallyeditedversionof an earlierpaperpresentedat theSecondAnnual
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modestone,in realwagein the'60s. In thecaseof governmentemployees,a
distinctionwasmadebetweentheratesat thetimeof entryintoa job specified
by thepayscalesandthewagesof publicemployees.Theauthorconcludedthat
the lattermusthaveimprovedbecausetheannualincrements,generallyaround
3-5 percentof thebasicpay,werehigherthantherisein thecost-of-livingindex.
Therisein therealwagesofproductionworkersinmanufacturingwasascribedtoan
interactionof marketandnon-marketforceswhiletheimprovementi realwagesin
the urbaninformalsectorwasattributedto the growthin thatsectorandin
agriculture,thepaceof urbanizationand,possibly,a spill-overeffectof 'protected'
sectorwagesettlements.Takentogether,thesetrendspointedto a modest
contractioni thewagestructure(whichappearedtohavebeenpartiallyreversedin
theearly'70s)butanystronginferenceaboutmovementinwagedifferentialsand
incomedistributionwasprecludedbythelowshareofwagesintotalincome.
Thepurposeof thispaperis toextendtheanalysisundertakeni theearlier
studiesfor the 1970-84period. In whatfollows,we firstdescribebrieflythe
patternof wage-incometrendsin four majorsectors:large-scalemanufacturing,
governmentemployment,agricultureandtheurbaninformalsector.Thedataare
presentedin AppendixTablesI andII. Thisisfollowedbyadiscussionof theforces
responsiblefor generatingthesetrends.Theimplicationsof thechangingstructure
of earningsfor thelabourabsorptivecapacityof theeconomyandotherrelevant
policyaspectsarethenaddressedinthefinalsection.2
FORMALSECTORWAGESTRUCTURE
WagesinLarge-scaleManufacturing
Thetrendin thewagesof productionworkersin thelarge-scalemanufacturing
sectorduringthe1960-70periodhasbeeninvestigatedbyanumberof researchers.
Khan[8] foundthatinthe1954-63periodrealwagesdeclined.GuisingerandIrfan
[3], usinga broaderdefinitionof wagesto includenon-cashbenefitsanda longer
timeperiod(1954-70),concludedthatrealwagesimproved,withmostof thegain
havingoccurredin the late'60s. For thesubsequentperiod,therehasbeenno
comprehensivestudyof realwagetrendsin large-scalemanufacturingcoveringall
Pakistan,althoughonestudybyAhmedandNaeem,subsequentlyupdatedto include
the years1972-84 [1], analysedrealwagetrendsin six key manufacturing
industriesinthePunjabprovincein the1972-82period.
Table1presentsinformationonnominal-andreal-wagetrendsof production
andnon-productionworkersinthelarge-scalemanufacturingsectorforthe1970-81
2It is well to note thattheaveragewageat thesectorallevelisahighaggregativeconcept
and maskslargevariationsaroundit. Furthermore,comparisonsof inter-sectoralwagemove-
mentsassumethattheskill mix of employmentin eachsectorhasundergonea broadlyuniform
changeduringtheperiodstudied.
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periodbasedon informationthat is nowavailablefromthepublishedCensusof
ManufacturingIndustries(CMI) reports.SinceCMI reportsarenotavailablefor
all theyears,we havechosento presenthedatain termsof twosub-periods:
1970-76and1976-81. Thisis notonlyconvenientbut importantanalytically
sincethetrendsinthetwosub-periodsiffermarkedly.Thelackofacomprehensive
times~riesonanall-Pakistanbasisis partlymadeupforbythetime-seriesdatathat
areavailablefor six majormanufacturingindustriesin the Punjabfor theyears
1972-84(seeAppendixTableI).
Table1
Nominal-and Real-wage Trends in Large-scaleManufacturing
1970-81
(percentperannum)
1970-76 1976-81
I. NominalWages
All Workers
ProductionWorkers
Non-productionWorkers
15.8
17.3
14.5
17.0
16.6
19.6
II. RealWages
All Workers
ProductionWorkers
Non-productionWorkers
1.4
2.6
0.4
7.6
6.5
9.2
III. ConsumerPrices 14.4 9.5
Source: [II], variousissues.
As Table1 shows,nominalwagesof productionworkersrosepersistently
throughouttheeleven-yearperiodat roughlythesameratein bothsub-periods,
Le.by about17-18percentperannum.Bycontrast,heearningsof non-production
workersincreasedlesssharplyin thefirstsub-periodbutacceleratedthereafterto a
ratecloseto20percentperannum.However,thii;surgeinnominalwageswasnot
translatedintocommensurategainsin realwages.Becauseof theaccelerationof
consumerpriceinflationin the1970-76period,muchof therisein moneywages
wasoffsetsothatrealwagesofproductionworkersrosebyonly2.9percentperyear
whilethe realearningsof non-productionworkersactuallystagnated.However,
it mustbenotedthatthisrisein realwagesisextremelysensitiveto thechoiceof
end-points,viz. 1969-70and 1975-76.Shiftingthebaseyearto 1970-71,for
i examp~e,suggeststhatno increaseinrealwagesoccurred;someotherstudiesuggest
~ble dedine(7J. In thelau" pedod,hnw""" the" ',end,w"e """piy
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reversed.Sincethefall in inflationwasnotmatchedby aslowingin nominalwage
increases,realwagesroseforbothcategoriesofworkersduringthe1976-81period.
Wemaysummarizethissectionasfollows.Realwagesofproductionandnon-
productionworkersmoreor lessstagnatedduringthe1970-76periodbutturned
sharplyupwardsthereafter.AsshownbytheCMIdata,thedifferencesintherateof
increaseofmoneywagesbetweenproductionandnon-productionworkersinthetwo
sub-periodssuggesta wideningin differentialsin favourof theformercategoryof
workers;but thisis almostentirelyeliminatedfollowingthemuchsharperaccele-
rationinmoneywagesofnon-productionworkersinthelatterperiod.Althoughone
findsthatnon-productionworkers(asa group)managedto regainthe edgeof
1969-70overproductionworkers,thismay not be truefor the sub-groupof
managerialworkers.TheavailableCMI dataonthewagesofmanagerialworkersfor
1970-71and1975-76clearlysuggesta declinein theirrelativepositionvis-a-vis
productionandothernon-productionworkers.
RealWagesofGovernmentEmployees
Theearningsofgovernmentemployeesincludeavarietyofbenefitsinaddition
to thebasicwage.Sinceinformationonsomeof thesecomponentssuchasmedical
andpensionbenefitsis hardto comeby, estimatesof totalearningsfor various
categoriesof governmentemployeesi subjecto an unknownmarginof error.
Governmentpayscalesarerevisedperiodically,largelyin responseto theperceived
erosionin reallivingstandardscausedby inflationandduringtheperiodof our
study,thenationalpayscaleswererevisedthreetimes:in 1972,1977and1983.
In additionad-hocrelief measureswere often announcedand thesewere
subsequentlyincorporatedin therevisedpayscales.
Theavailabledata(seeAppendixTableII) showthat,whenmeasuredin terms
of 1969-70constantpurchasingpower,thebasicpayof governmentemployees
underwenta significantdeteriorationexceptin thecaseof employeesin thelowest
paycategory(Grade1)wherea riseof some18percentoccurredbetween1972and
1983. In termsof totalearnings,whichincludeall benefitsexceptmedicaland
pensionbenefits,the lowerlevelemployeesin Grades1-5 andGrade17appear
to havebeenprotectedby the1983payscales.Thepayscalesannouncedin 1977
providedsuchprotectiontothelowestpaidcategoriesonly.Thus,duringtheperiod
from 1972to 77, all employeesexcepthosein Grades1 and17experienceda
significantdeteriorationi realwages.A similarcomparisoni the1977-83period
suggestsamarginalrisein therealvalueof totalearningsinallcategoriesxcepthe
topfivegrades(Grades18-22). It isto benoted,however,thattherisein thereal
valueof earningsin the1977-83periodwasstillinsufficientto bringrealearnings
backto their1972levelsexceptforthoseemployedinGrades1-6 and17.Overall,
realearningsfellwiththesharpestdeclinehavingoccurredin Grades18-22. The
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higherincreasein payaffordedto lowpaidemployeeshasresultedin asignificant
reductionin differentialsin paywiththeratioof Grade1toGrade22employeesin
termsof basicpayhavingdeclinedfrom30.1to 10.1;thecorrespondingdeclinein
termsof totalearningswasfrom26.1to 13.1.
INFORMALSECTORS
WagesinAgriculture
Themeasurementof wagesin Pakistan'sagriculturalsectorepresentsarather
neglectedfield. Withtheexceptionof thestudybyGuisingerandHicks[4] there
hasbeennosystematicinvestigationf thesubject.Thisislargelyareflectionofthe
severeconstraintsof data. Thepresentstudycanonlyhopeto makea modest
contributionto informationon thesubjectbasedon a patchworkof datafor the
1973-84period.As thesedatashow(seeAppendixTableI) realwagesin the
agriculturesectordeclinedbetween1974and1975,turnedupwardsthereafterand
reachedin 1980thelevelrecordedintheyear1974.A furtherincreaseinrealwages
wasexperiencedin 1981followedby stagnation.Nevertheless,realwagesin 1984
werearound10percenthigherthanthosereportedfor 1974.
Wagesin theConstructionSector
Theonlyevidenceonwagemovementin urbaninformalsectoris thatwhich
pertainsto wagesof a fewcategoriesofworkersintheconstructionsectorwhichare
collectedandpublishedregularlybyNESPAKandtheFederalBureauof Statistics.
Thegeneralpatternwhichemergesfroma considerationf thedata(seeAppendix
TableI) is oneof declinein realwagesin theearly'70sfollowedthereafterbya
fairlypersistentriseuntil 1980. Subsequently,realwagestagnatedor declined
formostof thecategoriesofworkers.
THE SOURCEOFWAGECHANGES
Theevidencepresentedaboveis suggestiveof a generalrisein realwagesof
allcategoriesof workersexceptgovernmentemployees.However,theimprovement
in realwagesdidnotoccurat a uniformpace;in mostcasestudied,realwages
remainedstaticor increasedmarginallyduringthe 1970-75periodand then
followedanupwardcoursein the1976-81period.Forthelarge-scalemanufactur-
ingsector,thedataonsixindustriesinthePunjabshowthatthepositivetrendin real
wageswassustainedupto 1984.Thewagesin agricultureandconstructionexhibit
nearconstancyfor themostrecentsub-period(1981-83),however.Thefactors
underlyingthesechangesarebrieflydiscussedbelow.
I
I
I
I
'I
~
~~
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Emigration
Emigration,a spontaneousresponseto increasedemandfor labourin the
MiddleEast,appearsto bea majorforcebearinguponlabourmarketconditions
inPakistan.TheexodusoflabourfromPakistan,whichcommencedintheearly'70s,
roserapidlyin volumeandpeakedin 1980-81.Thereafterthe net outflowof
workershastendedto stagnate.Thus,overa shortspanof adecadeor so,around
twoanda halfmillionworkersemigratedto theMiddleEastcountries[5]. The
sharpreductionin laboursupplythatthisout-migrationengenderedwasnot,how-
ever,theonlyfactoraffectingthelabourmarketin Pakistan.Anequallyimportant
factorhasbeentheinflowof workers'remittancesandtheiruse. Thus,theinter-
temporalconfluenceof thesetwo flowsinfluencedlabourmarketconditionsboth.
throughthe supplyside- by reducingthelaboursupply- andthroughthedemand
side- i.e.throughstrongaggregated mandpressuresarisingfromtheexpenditureof
theremittanceincome.
Thelink betweenout-migrationandwagelevelsis,however,modifiedby a
conjunctureof a numberof factors. Institutionalinterventionin the wage
determinationprocess uchas theenactmentof wagepoliciesandtradeunion
pressureswill helpto shapeandmodifytheadjustmentprocessof wagesin the
'protected'or formalsectorsof the economy.Similarlythereis thescope'for
substitutionacrossoccupationsandbetweenlabourandcapital.Finally,changesin
demandstemmingfrom the patternsof expenditureout of remittancesmay
accentuateor moderatethesupplyeffectsof labourout-migrationonwagelevelsin
thedomesticmarket.
Thedirecteffectof labourexodusonwagelevelshasbeeninvestigatedarlier
by Irfan [6]. Makinga comparisonof the incomesreportedfor different
occupationalcategoriesin the HouseholdIncomeand ExpenditureSurveysof
1971-72and 1979,Irfanconcludedthatthelargerpercentagegainin incomeof
productionandserviceworkersrelativeto prof~ssionalsreflectedthe impactof
out-migration.In orderto supportthe contentionthat labourexodusdirectly
contributedto the risein the realwagein informalsectors,Irfanregressedthe
averager alwageofcarpentersandmasonstakentogetheragainstthestockof labour
in theMiddleEastforthe1971-82period.Theequationclearlyshowedthatthe
lattervariablexplainedmorethanhalfof thevarianceof theformerandwashighly
singificant.3
Thetrendof nominalandrealwagesin thelarge-scalemanufacturingsector
did not remainimmuneto theprogressivetighteningof thelabourmarketin the
3Theregressionequationwas:
weON=14.25+0.005 STK
2
R =.056 (3.890)
whereWeON is theaverageof thedailyrealwageof carpentersandmasonsin Karachi,andSTK
is thestockof labourin theMiddleEastin thousands.Thefigurein parenthesis thet-ratio.
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informalsectors.A time-seriesregressionof realwagesofproductionworkersinthe
six manufacturingindustriesin thePunjabshowsthatrealwageswerestrongly
correlatedwith productivitychangesandwiththestockof labourin theMiddle
East.4 Thelattervariablemaybe seento exerta directpositiveinfluenceonthe
courseof wagesettlementsinmanufacturing,or serveasaproxyforthetightnessin
thedomesticlabourmarket.Theonlylabourmarketsegmentwhichappearstohave
remainedimmuneto theinfluenceof emigrationisthatof governmentemployees
wherewagesweresubjecto theparameterslaiddownby theNationalPayScales
andtherebylaggedbehindtherateof inflationinthe'70s.
InstitutionalIntervention
The Government'slabourandwagepoliciesandtradeunion'pushfulness'
constitutethe mechanismof institutionalinterventioni thewagedetermination
process.Theintroductionof thenewlabourpolicyinearly1970extendedanumber
of benefitsto labour. Theenactmentof thesemeasuresduringaperiodwhenthe
economywasbesetby stagnationi the commodity-producingsectorsandhigh
inflation,andinsignificantout-migration,failedto improvetherealstandardsof
workersin themanufacturingsectorin the1972-76period. Whiletheworkers
in theunprotectedinformalsectorsmayhavebenefitedpartlyfromthespill-over
effectsof thesewagepolicies,theirrealwagesin 1974werein factlowerthanthat
recordedin 1970[7].
Althoughthe high domesticinflationexperienceduringthe early'70s
contributedto thenearstagnationof thelivingstandardofworkersin thelarge-scale
manufacturingsector,theresistenceof tradeunionsto a fall in theirrealwageis
manifestin theveryhighlevelof strikeactivityduring1975-76.It isfollowingthis
period,however,thattheexodusof labourgatheredmomentum,stimulatingwage
increasesin the unprotectedinformalsectorslike construction,which,in turn,
exerteda strongupwardpushto wagetrendsof productionworkersin thelarge-
scalemanufacturingsector. This is clearlyborneoutby boththeCMI andthe
Punjabdatafor the 1976-81and 1976-84periodsrespectively.In addition,
althoughstrikeactivitieswerebannedbythemilitaryregimeafter1977andnowage
or labourpolicywasorhassincebeenannounced,thepossibilitythattradeunions
continuedto influencethe outcomeof wagesettlementsthroughcollective
bargainingpressurescannotberuledout.
4Theequationfor the1972-82 periodis:
LogRW=-2.669 +0.754 LogPRTY + 0.463 LogSTK2
R =.975 (2.736) (19.891)
whereRW =realwageof productionworkers;PRTY =productivity;STK =stockof workersin
the Middle East, and the figuresin parenthesisare t-values.
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IMPLICATIONSOF WAGECHANGES
In theprecedingsectionswehavediscussedtheoveralltrendsandstructure
of wagechangesin Pakistan'seconomyandidentifiedtheprincipalfactorsthat
underlaythesedevelopments.In thisfinalsectionanattemptismadeto drawout
someof theimplicationsof thesechangesfor thelabourabsorptivecapacityof the
economy,theincentivesfor individualsto investinhumancapitalandthelong-run
sustainabilityof theexistingstructureof differentials.
EmploymentGeneration
Oneof themostsignificantdevelopmentsto haveoccurredin recentyearshas
beenthesubstantialndwidespreadeclinein theelasticityof employmentwith
respectto realoutputgrowthinallmajorsectorsof theeconomy.Ofcourse,notall
of thedeclinein theemploymentelasticitycanbeattributedtowagecostpressures;
but theunprecedentedrisein wagesoverthe pastdecadecertainlyprovidedan
importantstimulusto the choiceof more capital-intensivet chniques. In
agriculture,for example,duringthe 1973-83period,the numberof tractors
importedwasoverfivetimesthetotalnumberexistingin 1973,a trendwhich
sharplyreinforcedthemechanizationalreadyunderwayin theformof threshersand
harvesters.Clearly,the farmer'sinvestmentdecisionwas influencedby out-
migration- estimatedatabout8percentof theruralmalelabourforce- itsattend-
antlabourshortage,andtheriseinwagesthatfollowed.Thedegreeoflabourutiliza-
tionin othersectorsuchasconstructionalsoappearstohavefallen.Theextensive
useof conveyorbelts,vibrators,crushersandmixersis suggestiveof thewidespread
displacementof labourin thissector.Accordingto oneestimate,labourrequire-
mentsperunit of outputin constructionfell by about20-30 percentduringthe
1975-82period[6].
The CMI dataon manufacturingindustrypermita closerlookat whathas
happenedto employmentgrowthin thissector.Duringthe1970-76period,as
shownby Table2, totalmanufacturingemploymentroseby 3.3percentperannum
largelyon accountof therapidgrowthin employmentof productionworkers(4.9
percentperannum).Sincemanufacturingoutputrosebyonly4.3percentperyear,
thearcelasticityofemploymentwithrespecttooutputgrowthyieldedbythesedata
is 0.767. Between1976and1981totalemploymentin large-scalemanufacturing
droppedby some55000workersorby2.2percentperyearwithalmostwo-thirds
of thedeclinein thetextilesectoralone.Sincerealmanufacturingoutputexpanded
by 12.3percentper year,the fall in employmentyieldednegativemployment
elasticity(-0.186)comparedwithanelasticityof 0.76intheprevioussixyearsand
along-termelasticityofabout0.5[1].
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Table2
Changesin Output,EmploymentCosts,PricesandProductivity,
Large-scaleManufacturing:1970-81
I. Output
1970-76
4.3
(percentperannum)
1976-81
12.3
II. Employment
Total
ProductionWorkers
3.3
4.9
-2.2
-1.1
III. Cost,PricesandLabour'sShare
Unitwagecost
Ratioofvalueaddedtooutput
Producers'prices
Labour'shareinvalueadded
14.4
-4.5
12.4
4.5
22.2
-1.0
9.0
-5.5
N. ProductivityandFactorIntensity
Labourproductivity
Capitalproductivity
Capital-labourratio
1.0
3.6
-10.0
15.0
0.0
11.3
. SQurce:[11], variousissues;[10], variousissues.
Themostplausiblexplanationforthefallinemploymentduringthe1976-81
periodis thatit representedtheunwindingof a longlaggedresponseto thedis-
appointinglylow outputanddemandlevelsin theearly'70sandtheseverecost
pressuresxperiencedbymanufacturingindustryin theseyears.Butit appearsthat
employershedlabourratherearlierandfasterthanin previousperiodsof slow
growthbyadoptingthemostcapital-intensivetechniqueavailable- asearchtouched
off by theearlierexplosionof wagesandthenearstagnationof labourproductivity
growthwhichhadcombinedsopowerfullytosqueezemanufacturers'profitmargins.
Althoughthelarge-scalemanufacturingsectorfounditselfina'virtuouscircle'
of risingproductivityandprofitsin the1976-81periodandit wastherebyable
to recoupsomeof thegroundlostduringthestagflationof theearly'70s,theimpli-
cationsof thisrecoveryhavebeenseverelydamagingto employmentgrowth.Of
course,onecouldarguethatasoutputandproductivitygrowthisconsolidatedand
employmentreturnsto levelsmoreconsistentwithchangedfactorcostsandprices,
I a continuingdemandgrowthwill bringa returnto positivemploymentgrowthas
I well. However,theimportantpointto noteis thatanyprospectiveslowingin pro-
L~ ductivitygrowthwillhavetobematchedbyaneasinginrealwagegrowthif renewed
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costpressuresanda furthershifttowardslabour-displacingtechnologiesareto be
avoided.Themorerecentdatathatareavailableforthemanufacturingsectorof the
Punjabshowthatneitherof thesepresumptionshasbeenfulfilled. Earningsand
productivitygrowthremainedstrongup to 1984,andalthoughthe continuing
rapid growthin productivityhasprovidedan importantfoundationfor more
restrainedunit costandpriceincreases,thepressureon manufacturersto rebuild
theirprofitmarginsthroughfurtheradjustmentinmanningpracticesandinvestment
in morecapital-intensiveplantandequipmenthasremainedgreat.Therecentfall
in theemploymentelasticityin large-scalemanufacturingcould,in ourview,prove
tobeirreversibleatleastoverthemediumterm.
ErosionofEducationMargins
Thegeneralcompressionf thewagestructurehassubstantiallydiminishedthe
relativeadvantageof beingeducated.Thiscompressionof wagesis borneoutby
both inter-and intra-sectoralcomparisons.The differentialsin pay between
productionworkersand managersin the large-scalemanufacturingsectorhave
narrowedanda similartendencyis evidentin acomparisonof thewageof a lower
levelgovernmentemployeecomparedwiththeearningsof thehigher-levelstaff.In
aninter-sectoralcomparison,onefindsthattherealwageofgovernmentemployees
hasfallensharply.Thedeclinein therealcontentof theentryratesimplicitin the
governmentpayscalesrelativeto theratesof wagesearnedbyanunskilledlabourer
andcarpenterin theconstructionsectorledto a risein theratioof theinformal-
formalpaystructure.This riseis morepronouncedwhena comparisonis made
betweentheinformalsectorworkerandaseniorgovernmentofficial(Grades19and
above). Giventhatthemajorityof theoutputof theeducationalinstitutionsin
Pakistanis absorbedin the servicesector,particularlyaspublicemployees,the
relativedeteriorationin governmentwagescalesmayadverselybearuponthe
incentivetoinvestinhumancapital.
Not onlytherelativebuttheabsolutedifferentialsin pay,generallyregarded
as moreappropriateto decisionsto investin humancapital[2], havemovedin
favourof unskilledandsemi-skilledworkers.In 1983,for example,anunskilled
labourerearnedtheequivalentto theearningsof astaffmemberin Grade5. Thisis
equivalentto a LowerDivisionClerk,withtheminimumentryqualificationbeing
Matric. Therelativedge.ofahighlyeducatedprofessionalunderwentadiminution.
A Grade18officerin 1972earnedRs.646morethanacarpenter;thisdifferential
wasreducedtoRs.210by 1983.Similarly,aGrade20employeein 1972wasworth
7 to 8 carpentersbut in 1983hisconversionratioapproximatedto 3 in termsof
constantpurchasingpower.
Howfarthefallindifferentialsinpayhasaffectedratesof returntoeducation
meritscarefulinvestigation.Sincedecisionsregardingeducationalinvestmentare
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basedonlarge-termconsiderations,it couldbearguedthattherecentcompressionf
thewagestructurehashadonlyamarginaleffectoneducationalinvestmentdecision.
However,thelimitedsuccessin raisingtheenrolmentrateandtheliteracyratioalong
with the failureof theeducationalsystemto arrestdrop-outratescouldwellbe
explainedin termsof theadverserepercussionsof thechangein thestructureof
wages.
CONCLUSIONS
Theevidencepresentedabovesuggestshatwiththeexceptionofgovernment
employees,theaveragewageearnerin Pakistanenjoyedahigherealwagein 1984
thanin 1970. Mostof theimprovementin realwagesoccurredin theeight-year
periodfrom1976to 1984in contrasto thenearstagnationand,in somecasesa
decline,in theearlierperiod,1970-75. Theimprovementi realwageshasbeen
broad-based:wageearnersbothin the informalsectors uchasagricultureand
construction,andtheformalsectorsuchaslarge-scalemanufacturing,experienceda
risein theirrealwages.Governmentemployeeswereanexceptionto thisgeneral
trend. Theunequalratesatwhichrealwageshavebeenaugmentedhasledto a
narrowingin thedifferentialsinpaybetweentheformalandinformalsectors.Thisis
evidentfrom the reductionin the differentialsbetweenthewagesof theless
educatedandthehighlyeducatedor membersof theprofessionalndmanagerial
class.
A majorfactorwhichhasdeterminedthelevelandstructureofwagetrendshas
beena sharpreductionin laboursupplyoccasionedby emigrationandthereturn
flow or workers'remittances.Sincetheseforcesarepotentiallyreversibleand
unrelatedto theproductivestructureof theeconomy,theyhaveposedanumberof
problems.Theshiftfromthecommodity-producingsectorto theservicesectorof
theeconomyhasbeenattendedbyasignificantreductionin theeconomy'slabour
absorptivecapacity.Whiletheserviceorientationof theeconomycanbeattributed
to theexpenditurepatternof remittancesincome,thewidespreadfall in labouruse
primarilystemsfromtherisein wagecostsperunitof output. Theadoptionof
morecapital-intensivetechniquesof productionin agriculture,manufacturingand
constructionat a timewhenthe economyis facedwith the prospectof an
acceleratingflow of returneeshaspotentiallyseriousconsequencesfor future
employmentgrowth.
The highincidenceof migrationamongstthelesseducatedandsemi-skilled
workers,in conjunctionwithdomesticwagepoliciesdesignedto protectheliving
standardsof low-wagemployees,hasled to a narrowingof thewagedifferential
betweentheeducatedandthelesseducated.Thepresumptionthatthisnarrowing
in differentialshastendedtobeegalitarianisnotsupportedbydataonincomedistri-
butionsincewageincomesaccountfor lessthanone-thirdof totalincomes.The
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AppendixTableI
NominalandReal Wagesof WorkersinDifferentSectorsofPakistan'sEconomy1970-84
Year
1.
2.
1969-70
1970-71
1971-72
1972-73
1973-74
1974-75
1975-76
1976-77
1977-78
1978-79
1979-80
1980-81
1981-82
1982-83
1983-84
Notes:
3.
4.
ProductionWorkerin LargeScale ConstructionWorkerWages.
Manufacturing Rs/Day
AgricultureUnskilled
All Pakistan SixMajorInd.Punjab Carpenter Masons UnskilledLabour Labour Rs/Day
Money Real Money Real Money Real Money Real Money Real Money Real
Wages Wages Wages Wages Wages Wages Wages Wages Wages Wages Wages Wages
Rs/Month
167 167 N.A. N.A. 12.2 12.0 13.0 13.0 5.1 5.1 N.A. N.A.
183 173 N.A. N.A. 13.0 12.3 13.5 12.7 5.6 5.1 N.A. N.A.
N.A. N.A. 163 147 13.9 12.5 14.5 13.4 5.4 4.9 N.A. N.A.
N.A. N.A. 175 144 14.2 11.7 15.0 12.3 5.7 4.7 5.8 4.7
N.A. N.A. 219 138 18.6 11.8 19.0 12.0 8.6 5.4 7.9 5.0
N.A. N.A. 282 145 25.0 12.5 25.1 12.6 11.8 5.9 7.5 3.8
'"
5'
435 194 324 145 30.0 13.4 30.0 13.4 14.5 6.5 7.7 3.5
N.A. N.A. 351 144 37.0 15.2 38.3 15.7 17.9 7.3 9.1 3.7 ?;-
625 240 382 147 45.0 17.3 46.5 17.8 21.3 8.2 10.0 3.8
0:;'
E;
712 253 420 149 49.5 17.5 49.8 17.6 22.8 8.1 11.7 4.2 ;:,
N.A. N.A. 518 167 57.7 18.5 57.7 18.5 24.3 7.8 14.7 4.7
938 266 594 169 61.1 17.2 63.7 18.0 26.5 7.5 19.5 5.5
N.A. N.A. 677 171 69.0 17.5 69.1 17.5 29.0 7.3 20.0 5.0
N.A. N.A. 760 184 69.0 16.8 72.0 17.6 30.7 7.3 20.5 5.0
N.A. N.A. 881 196 N.A. N.A. N.A. N.A. N.A. N.A. 23.2 5.2
Realwagesarearrivedatby usingtheconsumerpriceindex1969-70=100.
Productionworkerwagesfor all PakistanarebasedonCensusof ManufacturingIndustries.WhilePunjabdatapertainto sixmajor
industriesof Punjab.
ConstructionsectorwagesaretakenfromPriceIndexNESPAK variousissues.
Agricultureworkerwagesaretakenfrom LL.O. yearbook for 1973-1978. For 1979-80to 1981-82wagesaretheaverageof
LL.O. yearbookandtheonesreportedin "Cost of Productionof MajorCropsasreportedby leadingfarmersin Punjab"Govern- w
mentof Pakistan,PlanningDivision. U1
For 1982-84wagesaretakenfroma surveyconductedbyPIPO. (unpublished).
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Commentson
"RealWagesin Pakistan:StructureandTrends
1970-84"
Dr MohammadIrfanandDr MeekalAhmedarewell-knowneconomistsof the
country. The topic, too, is of greatimportancenot only for the economic
theoreticiansbutalsoto theeconomicplannersandpolicymakers.
I mustappreciatetheauthors'commendablejob in puttingscatteredataon
wagesin oneplace.It will certainlybeof greathelpto theresearchersandpolicy
makersto utilizethesedatafor theirownanalysisandinterpretation.Here,I would
liketoraisesomeissuesthatcometomymindwhileexaminingthedata.
Thecomparisonof wagesin industrialsector(whichtheauthorsreferto as
formalsector)withthewagesin constructionsector(whichtheauthorsreferto as
informalsector)reflectsapeculiarrelationshipasshownbelow:
Trendsin theWagesin
IndustrialSectorin thePunjab
Trendsin theWages
in ConstructionSector
1972-74 Declining Increasing
1975-78 Stagnant Increasing
1978-83 Increasing Declining
Note: It would bemoreinstructiveif we couldcomparethe trendsin thewagesin the
industrialsectorin thePunjabwith thetrendsin constructionsectorwagesin the
sameprovince. FederalBureauof Statistics(aswellasNESPAK) publishesdata
by majorurbancentres.Henceit shouldbepossibleto comparedataof wagesin
industrialsectorsin the Punjabwith the constructionsectorwagesin thesame
sector.
The nagativerelationshipis curiousand needsto be carefullystudiedand
explained.
The comparativetrendsbecomemorecuriousif we takeinto accountthefact
thatwagesin industrialsectorreflectthelabourincomeswhereasconstructionsector .
L~.
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datashowonlythewagerates.Thismeansthatconstructionsectordatadonottell
howmuchthelabourisearningunlessweknowhowmanyday-labourgetsemployed
at thereportedwagerate. Labourin constructionsectoris notemployedon as
regulara basisasit is employedin theindustrialsector.Constructionsectorwas
witnessingconstructionboomin 1972-78. It meansthattheemployedaysper
monthfor thelabourin thissectorarenotlikelytobehigherin the1978-84period
comparedto thatin the1972-78period.Hencethedecliningtrendinwageratesin
theconstructionsectorduring1978-84is quitelikelyreflectingthe declinein
labourincomes.
Howcantheincreasingtrendin theindustrialsectorbesustainedwhilewages
in otherurbansectorsaredeclining.Thisquestioneedsfurtherinvestigationsasit
hasseveralimplicationsfortheindustrialdevelopmentandgrowthintheeconomy.
A moreinterestingrelationshipcanbeseenin thecomparisonof wagesin
industrialsectorandthewagesinagriculture(bothrefertotheprovinceofPunjab).
Therelationshiphasbeenpositive.If wesaythatindustrialwagesaredetermined
byagriculturalwages,thenthequestionweneedto answeris:whatdeterminesthe
movementsinagriculturalwages?Andif wesaythattherearesomecommonfactors
thatdeterminethemovementsinwagesinbothurbanandruralsectorsthenweneed
toidentifythesecommonfactors.!
Anotherinterestingpointto raiseis theregionaldifferencesin thedailywage
ratesquotedfor theconstructionlabour.Thesedifferencescannotbeseenin the
paperunderreview.Butthedataonregionaldifferencesinwageratesareavailable
fromthesamesourcesfromwheretheauthorshavecollectedataonconstruction
wages.It is curiousto seethatthegrowthofwagesin theunderdevelopedr gionsi
muchhigherthanthegrowthof wagesin thedevelopedregions.Suchpatternof
growthcanhaveseveralimplicationsfor regionaldevelopmentsandhenceneedsto
beCarefullyanalysedinmoredetail.
Anotherissuerevealedby thedatagivenin thepaperalsoneedsattention.
Politicalregimein early1970scamewiththesloganof redistributionof incomeand
mademassiveinterventioni thelabourmarket.(All thisintervention,however,
wasconfinedto theformalsectoronly.)Therealwagesofproductionworkersfailed
to respondto this in substantialterms. On theotherhand,the realwagesin
1976-81(whengovernmentdid not try to intervenein thelabourmarket- not
eventhroughminimumwagelegislations)increasedata ratemuchhigherthanwhat
wa-sachieveduring1970-76throughgovernmenti tervention.
! I am in favour of the latter and I havegivenelsewheremy own theoryalongwith
empiricalanalysis.
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Does this mean,governmentinterventionin labourmarketto improvelabour
is counter-productivein Pakistan?2Doesthismeanwe shouldleavelabourmarket
free if we want to improve labour welfare? The answercannot be givenby
arithmeticsof statistics.Weneeda rigorousanalysisof the structureandtrendsin
thelabourmarketinPakistan.
Professor/Director
InternationalInstituteof IslamicEconomics,
InternationalIslamicUniversity,
Islamabad
Dr M. FahimKhan
2It will beuselessto arguethathigherwagesin theformalsectorin late1970scamewitha
declinein employmentin thelarge-scalemanufacturingsectorunlesswe canconvincinglyargue
that thelabourdisplacedfrom manufacturingsectorfailedto getabsorbedanywhere lseat the
sameor betterterms. Weknow thatunemploymentratein theeconomyin 1981wasnot worse
thanthatin 1971andthatthegrowthof realwagesin agriculture(whereall thesurpluslabour
getsabsorbed)increasedby 60 percentduringthe1976-81 periodcomparedto the44-percent
increasein themanufacturingsector.
